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FEDERAL FARM
PROGRAMS
 No Items.  
 FEDERAL ESTATE
AND GIFT TAxATION
 ADMINISTRATIVE ExPENSES. The IRS has adopted as 
final	 regulations	 concerning	which	 estate	 and	non-grantor	 trust	
administrative	 expenses	 are	 subject	 to	 the	 2	 percent	 floor	 for	
miscellaneous deductions under I.R.C. § 67(a). 79 Fed. Reg. 
26616 (May 9, 2014). See 25 Agric. L. Dig. 75 (2014). The IRS 
has	amended	the	effective	date	of	the	final	regulations	to	tax	years	
beginning on or after January 1, 2015. 79 Fed. Reg. 41636 (July 
17, 2014).
 GIFT.	The	taxpayer	created	an	irrevocable	trust	for	the	benefit	
of the taxpayer, the taxpayer’s daughters, the daughters’ issue, and 
six	individuals.	The	beneficiaries,	other	than	the	taxpayer,	make	
up a distribution committee which has the authority to request the 
trustee	to	make	distributions	to	the	taxpayer	and	other	beneficiaries.	
However, the taxpayer retained consent and control over any 
distributions. The IRS ruled that distributions by the committee to 
the taxpayer were not completed gifts subject to gift tax. The IRS 
also ruled that the trust property was included in the taxpayer’s 
estate.	The	IRS	ruled	that	distributions	to	other	beneficiaries	would	
be a completed gift by the taxpayer. The IRS refused to rule on 
whether the taxpayer was considered the owner of any portion 
of the trust because there remained issues of fact as to the actual 
administration of the trust. Ltr. Rul. 201426014, Feb. 24, 2014.
 MARITAL DEDUCTION. A decedent’s will created a marital 
QTIP trust with the property from a revocable trust. The trustees of 
the marital trust divided the marital trust into three separate trusts. 
The terms of trust 1 were identical to the terms of the marital trust. 
Trust 2 was converted to a total return unitrust with an annual 
unitrust payment equal to not less than three percent or more than 
five	percent	of	the	fair	market	value	of	the	assets	of	the	trust	2,	
determined	as	of	the	first	day	of	each	taxable	year.	The	trust	3	was	
terminated and the assets distributed equally to the decedent’s 
children. The decedent’s children agreed to reimburse the surviving 
spouse for any and all gift taxes occasioned by the termination of 
trust 3. The IRS ruled that (1) the division of the trust did not cause 
the trusts to lose their QTIP status, (2) the division of the QTIP trust 
did not result in any recognition of gain or loss to the surviving 
spouse, (3) the termination of trust 3 resulted in a gift of the trust 
BANkRUPTCy
GENERAL
 PREFERENTIAL TRANSFERS. The debtor operated a 
commercial cattle feedlot. The debtor had secured loans from a 
bank and owed other creditors. The bank loan was treated as a line 
of credit which allowed the debtor to pay down the amount owed 
and make drafts on the account on a continuing basis.  Over the 
year	before	the	bankruptcy	filing,	the	debtor	received	cattle	owned	
by one of the other owners of the debtor. The parties agreed that 
the debtor would feed the cattle until they reached market weight, 
sell the cattle at that time and pay the net proceeds to the owner. 
However, in several cases, the cattle proceeds were paid to the 
bank on the debtor’s loans. The debtor would then issue a bank 
draft to the owner in full or partial payment of the net proceeds of 
the sales.  The Chapter 11 trustee sought recovery of the payments 
made to the cattle owner as preferential transfers. The look back 
period was one year for creditors who were insiders of the debtor. 
The debtor argued that no debtor-creditor relationship existed with 
the cattle owner because the cattle were held in a bailment and 
the owner only received the proceeds from the sale of the owner’s 
cattle. The court disagreed and held that, because the cattle sale 
proceeds were paid to the bank, the funds became commingled with 
other	funds	and	lost	their	character	as	specific	funds	from	the	cattle	
sales. At the time the proceeds were paid to the bank, the obligation 
to pay the proceeds to the cattle owner became a debtor-creditor 
relationship and the amounts paid to the owner became subject to 
the preferential transfer rules. The court found that the payments 
made to the cattle owner met the six factors of Section 547(b): (1) 
there must be a transfer of an interest of the debtor in property, 
(2)	on	account	of	an	antecedent	debt,	(3)	to	or	for	the	benefit	of	a	
creditor, (4) made while the debtor was insolvent, (5) within 90 
days prior to the commencement of the bankruptcy case, (6) that 
left the creditor better off than it would have been if the transfer 
had not been made and the creditor asserted its claim in a Chapter 7 
liquidation. Thus, the amounts paid to the owner were recoverable 
into the bankruptcy estate. On appeal, the appellate court reversed 
and remanded the case, holding that issues of fact remained as to 
the nature of the relationship of the debtor and the cattle owner after 
the sale of the cattle. The appellate court stated that the debtor’s use 
of the sales proceeds may have violated the bailment agreement; 
therefore, the improper commingling of the funds in the debtor’s 
bank account would not dissolve the bailment agreement and turn 
the relationship into a debtor-creditor relationship. In the Matter 
of Big Drive Cattle, L.L.C., 2014 U.S. Dist. LExIS 80853 (D. 
Neb. 2014), rev’g and rem’g, 2014 Bankr. LExIS 691 (Bankr. 
D. Neb. 2014). 
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assets to the children but did not cause trust 1 or 2 to lose their 
QTIP status, and (4) the trust 3 assets would not be included in 
the surviving spouse’s estate. Ltr. Rul. 201426016, March 11, 
2014.
 POWER OF APPOINTMENT.	The	taxpayer	was	a	beneficiary	
of a trust established by a deceased grandparent. There was 
a question as to the type of power of appointment held by 
the taxpayer over the trust property. A state court declaratory 
ruling established that the taxpayer had only a special power of 
appointment which did not include the power to appoint property 
to the taxpayer the taxpayer’s estate, the taxpayer’s creditors 
or the creditors of the taxpayer’s estate. The IRS ruled that the 
state court’s ruling was consistent with state law and would be 
followed to determine that the taxpayer had only a special power 
of appointment for federal tax purposes. Ltr. Rul. 201427008, 
Feb. 24, 2014; Ltr. Rul. 201427010, Feb. 24, 2014; Ltr. Rul. 
201427011, Feb. 24, 2014; Ltr. Rul. 201427012, Feb. 24, 2014; 
Ltr. Rul. 201427013, Feb. 24, 2014; Ltr. Rul. 201427014, Feb. 
24, 2014; Ltr. Rul. 201427015, Feb. 24, 2014.
FEDERAL INCOME 
TAxATION
 ACCOUNTING METHOD. The taxpayer corporation and 
subsidiaries	hired	an	accounting	firm	to	prepare	and	electronically	
file	the	consolidated	tax	return.	The	return	reflected	a	change	in	
accounting	for	depreciation	purposes	and	the	taxpayer	filed	Form	
3115, Application for Change in Accounting Method. However, 
the return preparer failed to send a copy of Form 3115 with the 
Ogden, UT IRS service center.  The IRS granted an extension of 
time	to	file	the	copy	of	Form	3115.	Ltr. Rul. 201426023, March 
18, 2014.
 BACkUP WITHHOLDING. The IRS has issued a revenue 
procedure which provides revised procedures for individual 
payees who are required under Treas. Reg. § 31.3406(d)-5(g)(5) 
to obtain validation of social security numbers from the Social 
Security Administration to prevent or stop backup withholding 
under section I.R.C. § 3406 following receipt of a second backup 
withholding notice from a payor within a three-year period. Rev. 
Proc. 2014-43, I.R.B. 2014-__, modifying, Rev. Proc. 93-37, 
1993-2 C.B. 477. 
 BAD DEBT DEDUCTION.	The	taxpayer	started	a	financial	
consulting business and wanted to involve an unrelated person in 
the	business.	Because	the	person	was	in	financial	difficulty	at	the	
time, the taxpayer loaned funds to the person. The taxpayer had sent 
a letter to the person about the loan and that the taxpayer trusted 
the person to repay the loan without a formal promissory note or 
other terms. The person worked with the taxpayer for several years 
and made unauthorized withdrawals from the business accounts. 
After	the	business	relationship	ended,	the	taxpayer	filed	a	suit	to	
recover the loaned funds and unauthorized withdrawals but the 
suit was not completed by 2007 when the taxpayer claimed the 
initial loans as deductible bad debts. The court held that the loans 
were	not	bona	fide	debts	because	the	taxpayer	failed	to	show	
an unconditional intention to secure repayment of the amounts 
loaned. The court noted that no promissory note was executed, 
no interest was charged, no repayment schedule was enforced 
and there were no attempts to seek repayment, other than a law 
suit long after the parties had parted. Dickinson v. Comm’r, 
T.C. Memo. 2014-136.
 CHARITABLE ORGANIZATIONS. The IRS has 
announced a new Form 1023-EZ, available on IRS.gov, to 
be	used	for	filing	for	I.R.C.	§	501(c)(3)	status	for	most	small	
charitable organizations with gross receipts of $50,000 or less 
and	assets	of	$250,000	or	less.	The	new	EZ	form	must	be	filed	
online. The instructions include an eligibility checklist that 
organizations	must	complete	before	filing	the	form.	The	Form	
1023-EZ	must	be	filed	using	www.pay.gov	and	a	$400	user	fee	
is due at the time the form is submitted. Rev. Proc. 2014-40, 
2014-2 C.B. 229.
 DEPRECIATION. The taxpayer was a corporation which 
timely	filed	a	consolidated	federal	income	tax	returns	using	an	
accounting	firm	to	prepare	the	return.	The	taxpayer	did	not	claim	
the	additional	first	year	depreciation	deduction	under	I.R.C.	§§	
168(k)(1)	or	(k)(5)	for	all	classes	of	qualified	property	placed	in	
service during the tax year. However, the taxpayer inadvertently 
failed to attach the election statement not to deduct the additional 
first	 year	 depreciation	 for	 such	 property	 to	 the	 consolidated	
federal income tax returns for either year.  The IRS granted the 
taxpayer	an	extension	of	time	to	file	an	amended	return	with	the	
statement	making	 the	election	out	of	 the	additional	first-year	
depreciation. Ltr. Rul. 201426020, March 18, 2014.
 FIRST TIME HOMEBUyER CREDIT.  The taxpayer 
purchased a foreclosed home which had been badly damaged 
during the time the house was left vacant. Before the taxpayer 
moved into the house, the taxpayer performed and hired 
remodeling and repair of the house. The taxpayer claimed a 
first	time	homebuyer	credit	on	the	purchase	price	of	the	house	
plus	the	amount	of	financing	fees	and	the	costs	of	the	repairs.	
The IRS disallowed the credit based on the cost of the repairs. 
The	 taxpayer	 argued	 that,	 under	 I.R.C.	 §	 36(c)(4),	 the	 first	
time homebuyer credit was to be determined by the taxpayer’s 
adjusted	basis	in	the	house	on	the	first	day	of	occupancy.	The	
court	noted	 that	 the	“first	day	of	occupancy”	applied	only	 to	
newly constructed houses and that the date for calculating the 
adjusted basis for existing homes was the date of purchase. The 
court held that the remodeling and repair done by the taxpayer 
did not amount to construction of the home; therefore, the 
taxpayer’s adjusted basis in the home on the date of purchase 
was	to	be	used	to	calculate	the	allowable	first	time	homebuyer	
credit. Leslie v. Comm’r, T.C. Summary Op. 2014-65.
 GAMBLING INCOME. The The IRS offers these six tax tips 
for the casual gambler. (1) Gambling income includes winnings 
from	lotteries,	raffles,	horse	races	and	casinos.	It	also	includes	
cash and the fair market value of prizes, such as cars and trips. 
(2) If a taxpayer wins, the taxpayer may receive a Form W-2G, 
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Certain Gambling Winnings, from the payer. The form reports the 
amount of the winnings to the taxpayer and the IRS. The payer 
issues the form depending on the type of gambling, the amount 
of winnings, and other factors. A taxpayer  will also receive a 
Form W-2G if the payer withholds federal income tax from the 
winnings. (3) Taxpayers must report all gambling winnings as 
income on the federal income tax return even if the taxpayer does 
not receive a Form W-2G. (4) If the taxpayer is a casual gambler, 
the taxpayer should report the winnings on the “Other Income” 
line of  Form 1040, U. S. Individual Income Tax Return. (5) 
Taxpayers may deduct gambling losses on Schedule A, Itemized 
Deductions. The Schedule A deduction is limited to the amount 
of the reported winnings. A taxpayer must report winnings as 
income and claim allowable losses separately. A taxpayer cannot 
reduce the winnings by the losses and report the difference. (6) 
Taxpayers must keep accurate records of the gambling activity, 
including items such as receipts, tickets or other documentation. 
Taxpayers should also keep a diary or similar record of the 
gambling activity and show winnings separately from losses. For 
more information, see Publication 525, Taxable and Nontaxable 
Income and Publication 529, Miscellaneous Deductions. IRS 
Summertime Tax Tip 2014-03.
 HEALTH INSURANCE. The IRS has published information 
for taxpayers who have insurance through the Health Insurance 
Marketplace and are getting advance payments of the premium tax 
credit. These payments are paid directly to a taxpayer’s insurance 
company to lower the monthly premium. Changes in a taxpayer’s 
income or family size may affect the premium tax credit. If a 
taxpayer’s circumstances have changed, the time is right for 
a mid-year checkup to see if the taxpayer needs to adjust the 
premium assistance. Taxpayers should report changes that have 
occurred since they signed up for the health insurance plan to the 
Marketplace as the changes occur.  Changes in circumstances that 
taxpayers should report to the Marketplace include, but are not 
limited to: (1) an increase or decrease in your income; (2) marriage 
or divorce; (3) the birth or adoption of a child; (4) starting a job 
with health insurance; (5) gaining or losing  eligibility for other 
health care coverage; and (6) changing residence. Changes in 
circumstances also may qualify a taxpayer for a special enrollment 
period to change or get insurance through the Marketplace. In 
most	 cases,	 if	 a	 taxpayer	 qualifies	 for	 the	 special	 enrollment	
period, the taxpayer will have sixty days to enroll following the 
change in circumstances. Information about special enrollment 
is available at HealthCare.gov. Health Care Tax Tip 2014-15.
 HOME OFFICE. The taxpayer operated several small service 
businesses, include tax return preparation and job consulting. 
The	taxpayer	claimed	home	office	deductions	and	on	Form	8829	
listed	the	area	of	the	home	as	100	and	the	area	of	the	office	as	
33, resulting in an allocation of 33 percent of home expenses to 
the	office.	The	court	assumed	that	the	taxpayer	claimed	the	entire	
basement	of	the	taxpayers	two	story	home	as	the	office	space.	
However, the court held that the taxpayer was not entitled to home 
office	expense	deduction	in	excess	of	the	amount	allowed	by	the	
IRS because the taxpayer did not present any evidence to support 
the	calculation	of	the	home	office	space.	Ross v. Comm’r, T.C. 
Summary Op. 2014-68.
 IRA. The IRS has withdrawn a portion of regulations 
proposed in 1981 in compliance with the holding in Bobrow v. 
Commissioner, T.C. Memo. 2014-21. The Tax Court in Bobrow 
held that a taxpayer cannot make an IRA-to-IRA rollover if the 
taxpayer had made an IRA-to-IRA rollover involving any of the 
taxpayer’s IRAs in the preceding 1-year period. The IRS noted 
that the holding does not affect the ability of an IRA owner to 
transfer funds from one IRA trustee or custodian directly to 
another, because such a transfer is not a rollover and, therefore, 
is not subject to the one-rollover-per-year limitation of I.R.C. § 
408(d)(3)(B). See Rev. Rul. 78-406, 1978-2 C.B. 157.  Also, the 
IRS had issued Announcement 2014-15, 2014-16 C.B. 973 which 
provided transition relief in that the IRS will not apply the Bobrow 
interpretation of Section 408(d)(3)(B) to any rollover that involves 
a distribution occurring before January 1, 2015.  79 Fed. Reg. 
40031 (July 11, 2014).
 INNOCENT SPOUSE RELIEF. The taxpayer and spouse 
had incurred financial difficulties when the spouse became 
unemployed. The taxpayer and spouse received distributions from 
retirement accounts but not all potential taxes were withheld from 
the	distributions.	The	taxpayer	prepared	and	filed	the	income	tax	
returns for the couple and entered into an agreement to pay the 
taxes owed in installments.  Some of these taxes were not paid. 
The taxpayer and spouse were still married and living together 
when the taxpayer sought innocent spouse relief but the couple 
had	separated	and	filed	for	divorce	by	the	time	of	the	decision	
in the case. The case focused on equitable spouse relief because 
the taxpayer did not meet the requirements for statutory relief 
since the unpaid taxes did not result from underpayment of taxes. 
The court upheld the IRS denial of equitable relief because the 
taxpayer was not currently in compliance with all income tax 
laws and was able to pay the taxes. In addition, the court held that 
the taxpayer had knowledge of the unpaid taxes because of the 
taxpayer’s education and skills and preparation of the tax returns 
involved. Jackson v. Comm’r, T.C. Summary Op. 2014-63. 
 INTEREST. The taxpayer and spouse purchased a home 
in 2004 and used it as their principal residence. In 2005, the 
taxpayers and spouse purchased a second house with the intent 
to rent it. The taxpayer sought historic structure status for the 
rented property and were required to make substantial repairs to 
the property. However, the repairs were not completed nor was 
the property ever rented. After the couple divorced in 2008, the 
taxpayer used the property as a residence when not traveling for 
work. The taxpayer claimed the interest on the purchase loan for 
the second house on Schedule C as a business interest deduction. 
The court held that taxpayer was not engaged in a trade or business 
with the second house in that the second house was never rented 
and was used a the taxpayer’s principal residence during the tax 
years involved.  Dilani v. Comm’r, T.C. Memo. 2014-135.
 LIFE INSURANCE. The taxpayers, husband and wife, 
created grantor trusts which owned life insurance policies on the 
taxpayers’ lives. After the death of the survivor of the taxpayers, 
or upon the death of one spouse with respect to the life insurance 
contract on that spouse’s life, the death proceeds will be paid to 
each	of	the	trusts	and	administered	for	the	benefit	of	the	respective	
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beneficiaries	of	 the	 trusts.	The	husband	created	a	new	grantor	
trust and the new trust purchased the life insurance policies from 
the original trust. The IRS ruled that (1) the new trust’s purchase 
of the life insurance contracts from the original trusts is not a 
transfer for valuable consideration within the meaning of I.R.C. § 
101(a)(2) and (2) the transfer of the wife’s interest in the original 
trust to the new trust resulted in a gift to the husband. Ltr. Rul. 
201426005, March 19, 2014.
 PARTNERSHIPS
    ELECTION TO ADJUST BASIS. A partner of a limited 
partnership died during the tax year but the partnership’s 
accountant failed to include an election under I.R.C. § 754 
to adjust the basis of partnership assets. The IRS granted an 
extension	of	time	to	file	the	election.	Ltr. Rul. 201426012, March 
13, 2014.
 PASSIVE ACTIVITy LOSSES. The taxpayer owned 
two rental real estate properties and owned a real property 
development business. The taxpayer did not make the election 
to combine the properties into one activity under Treas. Reg. § 
1.469-9(g). The taxpayer performed more than 750 hours on the 
rental and development activities. In a Chief Counsel Advice 
letter, the  IRS found that the taxpayer was a qualifying taxpayer 
in that the taxpayer materially participated in the combined real 
estate business by spending more than 500 hours on the combined 
activity. Because the taxpayer owned an interest in rental real 
estate and more than one-half of the personal services performed 
in trades or businesses by the taxpayer during the taxable year 
were performed in real property trades or businesses in which 
the taxpayer materially participates, and the taxpayer performed 
more than 750 hours of services during the taxable year in real 
property trades or businesses in which the taxpayer materially 
participated, the taxpayer was a qualifying taxpayer within the 
meaning of Treas. Reg. § 1.469-9(b)(6). However, in order for 
the losses from each property to be deductible as non-passive 
activity losses, the taxpayer had to perform at least 750 hours for 
each of the two rental properties. Thus, the taxpayer had to meet 
the 750 hour requirement for each property separately, with the 
possibility that one property could be a passive activity and the 
other a non-passive activity. CCA 201427016, April 28, 2014.
 The taxpayer owned several business entities and owned two 
commercial rental properties that rented to two of the taxpayer’s 
S corporations, an airplane hanger that was rented, 12 residential 
rental	properties,	and	two	apartments	on	a	cruise	ship.	In	the	first	
tax year, the taxpayer failed to properly elect to treat all the rental 
activities as one activity but successfully made the election in the 
second tax year. The court held that in both years the taxpayer 
failed	to	provide	sufficient	evidence	that	the	taxpayer	materially	
participated in any of the rental activities. The court found that 
the taxpayer hired out most of the management activities to third 
parties, did not spend more than 500 hours on any one or even all 
of the activities, did not spend more time on any of the activities 
than any of the persons hired to manage the activities, and did not 
engage in the activities in a regular, continuous and substantial 
basis. Thus, the losses from the rental properties were passive 
activity losses which could not be used to offset the income from 
the businesses in which the taxpayer materially participated. 
Schumann v. Comm’r, T.C. Memo. 2014-138.
 PENSION PLANS.  For plans beginning in July 2014 for 
purposes of determining the full funding limitation under I.R.C. 
§ 412(c)(7), the 30-year Treasury securities annual interest rate 
for this period is 3.42 percent. The 30-year Treasury weighted 
average is 3.42 percent, and the 90 percent to 105 percent 
permissible range is 3.08 percent to 3.59 percent. The 24-month 
average corporate bond segment rates for July 2014, without 
adjustment by the 25-year average segment rates are: 1.14 for the 
first	segment;	4.04	for	the	second	segment;	and	5.11	for	the	third	
segment. The 24-month average corporate bond segment rates for 
July 2014, taking into account the 25-year average segment rates, 
are:	4.43	for	the	first	segment;	5.62	for	the	second	segment;	and	
6.22 for the third segment.  Notice 2014-43, I.R.B. 2014-31.
 RETURNS.  The	IRS	has	adopted	as	final	regulations	regarding	
an	 IRS	 truncated	 taxpayer	 identification	 number,	 or	 a	TTIN.	
Where not prohibited by the Internal Revenue Code, applicable 
regulations, other guidance published in the Internal Revenue 
Bulletin,	forms,	or	instructions,	the	final	regulations	allow	use	
of a TTIN in lieu of a taxpayer’s social security number (SSN), 
IRS individual taxpayer identification number (ITIN), IRS 
adoption	 taxpayer	 identification	number	 (ATIN),	 or	 employer	
identification	 number	 (EIN)	 on	 payee	 statements	 and	 certain	
other documents. The TTIN displays only the last four digits of 
a taxpayer identifying number; either asterisks (*) or Xs replace 
the	first	five	digits	of	the	identifying	number.	79 Fed. Reg. 41127 
(July 15, 2014).
	 The	IRS	has	announced	that	Individual	Taxpayer	Identification	
Numbers (ITINs) will expire if not used on a federal income tax 
return	for	five	consecutive	years.	The	new,	more	uniform	policy	
applies to any ITIN, regardless of when it was issued. Only about 
a quarter of the 21 million ITINs issued since the program began 
in 1996 are being used on tax returns.  Any ITIN will remain in 
effect	as	long	as	a	taxpayer	continues	to	file	U.S.	tax	returns.	This	
includes ITINs issued after Jan. 1, 2013. These taxpayers will no 
longer face mandatory expiration of their ITINs and the need to 
reapply starting in 2018, as was the case under the old policy. 
To ease the burden on taxpayers and give their representatives 
and other stakeholders time to adjust, the IRS will not begin 
deactivating unused ITINs until 2016. This grace period will 
allow anyone with a valid ITIN, regardless of when it was issued, 
to	still	file	a	valid	return	during	the	upcoming	tax-filing	season.	
A	taxpayer	whose	ITIN	has	been	deactivated	and	needs	to	file	
a U.S. return can reapply using Form W-7. As with any ITIN 
application, original documents, such as passports, or copies of 
documents	certified	by	the	issuing	agency	must	be	submitted	with	
the form. IR-2014-76.
 SALE OF RESIDENCE. The taxpayer purchased a principal 
residence for $700,000 and owned and used the residence as a 
principal residence for two years before converting the residence 
into a rental property. The taxpayer then converted the property 
to a rental activity that is the taxpayer’s only passive activity for 
purposes of I.R.C. § 469. During each year that the property was 
rented, it produced $10,000 in net losses that were disallowed as 
supersedes Rev. Proc. 81-38, 1981-2 C.B. 592, regarding limited 
practice before the IRS by individuals who are not attorneys, CPAs, 
or EAs. Rev. Proc. 2014-42, 2014-2 C.B. 192.
	 American	Institute	of	Certified	Public	Accountants	has	filed	a	
lawsuit in the U.S. District Court for the District of Washington 
in an effort to interrupt the IRS’s voluntary Annual Filing Season 
Program (or AFSP).  The AICPA is seeking to block the IRS 
program as an improper exercise of the IRS’s authority and a 
violation of the administrative procedure act due to the lack of 
notice and comment period. American Institute of Certified 
Public Accountants v. Internal Revenue Service, Civil Action 
No. 14-1190 (D. D.C., filed July 15, 2014).
 WAGES PAID TO CHILDREN. The taxpayer operated several 
businesses out of the taxpayer’s home. The taxpayer claimed 
deductions for wages paid to the taxpayer’s children for work done 
in	the	businesses	such	as	shredding,	stuffing	envelopes,	copying,	
sorting	checks,	filing,	carrying	equipment,	and	helping	to	shop	for	
supplies. However, the taxpayer did not pay the children directly 
but paid for food and education expenses for the children. The 
taxpayer also did not withhold or pay any income taxes from the 
wages. The court held that the wages were not deductible because 
the taxpayer failed to show that the wages were actually paid, were 
reasonable or based on the services provided. The court noted 
that most of the expenses paid on behalf of the children were 
expenses normally incurred in the raising of children and would 
not be income to the children nor deductible by the parents. Ross 
v. Comm’r, T.C. Summary Op. 2014-68
AGRICULTURAL TAx 
SEMINARS
by Neil E. Harl
 On the back cover, we list the agricultural tax seminars coming 
up in the late summer of 2014.  Here are the cities and dates for 
the seminars later this fall 2014:
  September 15-16, 2014 - Courtyard Hotel, Moorhead, MN 
  September 18-19, 2014 - Ramkota Hotel, Sioux Falls, SD
  October 2-3, 2014, Holiday Inn, Rock Island, IL
  October 6-7, 2014 -Best Western Hotel, Clear Lake, IA
  October 13-14, 2014 - Ramada Hotel, Hutchinson, KS
  November 24-25, 2014 - Adams State Univ., Alamosa, CO
 Each seminar will be structured the same as the seminars listed 
on the back cover of this issue. More information will be posted 
on www.agrilawpress.com and in future issues of the Digest.
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passive losses under I.R.C. § 469(a). Within three years of renting 
the property, the taxpayer sold the entire property to an unrelated 
third party for $800,000, realizing a net gain on the sale of $100,000 
(not taking into account the $30,000 in suspended passive losses). 
The taxpayer’s $100,000 of gain from the sale of the property was 
excluded from the taxpayer’s gross income as provided under I.R.C. 
§ 121(a). The IRS ruled that the excluded gain from the sale of the 
residence did not offset the suspended passive activity losses for 
the property. CCA 201428008, April 21, 2014.
SAFE HARBOR IN TEREST RATES
August 2014
 Annual Semi-annual Quarterly Monthly
Short-term
AFR  0.36 0.36 0.36 0.36
110 percent AFR 0.40 0.40 0.40 0.40
120 percent AFR 0.43 0.43 0.43 0.43
Mid-term
AFR  1.89 1.88 1.88 1.87
110 percent AFR  2.08 2.07 2.06 2.06
120 percent AFR 2.27 2.26 2.25 2.25
  Long-term
AFR 3.09 3.07 3.06 3.05
110 percent AFR  3.41 3.38 3.37 3.36
120 percent AFR  3.71 3.68 3.66 3.65
Rev. Rul. 2014-19, I.R.B. 2014-__.
 SOCIAL SECURITy BENEFITS. The taxpayer had received 
disability payments from private insurance for three years. Although 
the taxpayer applied for social security disability payments in those 
years, the taxpayer did not receive any until the fourth year but 
received an amount which covered all three years. Under the terms 
of the insurance policy, the taxpayer had to repay the insurance 
company with the social security disability payments. The taxpayer 
excluded the social security payments from taxable income but the 
IRS assessed taxes on the payments. The court noted that I.R.C. 
§	86	makes	social	security	benefits	taxable	unless	the	taxpayer	is	
required	to	repay	the	benefit	payments.	The	court	noted	that	was	the	
only exception; therefore, because the taxpayer made repayments 
to a private insurance company and not to the social security 
administration, the repayments did not reduce the taxable amount 
of	the	social	security	benefit	payments.	English v. Comm’r, T.C. 
Summary Op. 2014-66.
 STRADDLES.	The	IRS	has	adopted	as	final	regulations	governing	
identified	mixed	straddles	established	after	August	18,	2014.	The	
regulations provide guidance for accounting for unrealized gain or 
loss on a position prior to the time the taxpayer establishes a mixed 
straddle	using	straddle-by-straddle	identification.	Under	Treas.	Reg.	
§ 1.1092(b)-6, unrealized gain or loss on a position prior to the time 
the taxpayer establishes a mixed straddle using straddle-by-straddle 
identification	is	the	same	as	if	no	mixed	straddle	was	identified.	T.D. 
9678, 79 Fed. Reg. ___ (July 17, 2014).
 TAx RETURN PREPARERS. The IRS has issued a revenue 
procedure which provides guidance regarding a new, voluntary 
Annual Filing Season Program designed to encourage tax return 
preparers	who	are	not	 attorneys,	 certified	public	accountants,	or	
enrolled agents to complete continuing education courses for 
the purpose of increasing their knowledge of the law relevant to 
federal	tax	returns.	In	addition,	this	revenue	procedure	modifies	and	
 
AGRICULTURAL TAx SEMINARS
by Neil E. Harl
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s 
foremost authorities on agricultural tax law.  The seminars will be held on two days from 8:00 am to 5:00 pm. Registrants may attend one or both days. 
On	the	first	day,	Dr.	Harl	will	speak	about	farm	and	ranch	estate	and	business	planning.	On	the	second	day,	Dr.	Harl	will	cover	farm	and	ranch	income	
tax. Your registration fee includes written comprehensive annotated seminar materials for the days attended and lunch.  A discount ($25/day) is offered 
for attendees who elect to receive the manuals in PDF	format	only	(see	registration	form	for	use	restrictions	on	PDF	files).
August 19-20, 2014, Quality Inn, 2601 E. 13th St., Ames, IA, ph. 515-232-9260
August 27-28, 2014, Holiday Inn, Council Bluffs, IA ph. 712-322-5050
September 4-5, 2014, Honey Creek Resort, Moravia, IA, ph. 641-724-9100
More locations and dates listed on previous page.
 The topics include:
  
The seminar early-bird discount registration fees for current subscribers	(and	for	each	one	of	multiple	registrations	from	the	same	firm)	
to the Agricultural Law Digest, the Agricultural Law Manual, or Farm Estate and Business Planning are $225 (one day) and $400 (two 
days).  The early-bird registration fees for nonsubscribers are $250 (one day) and $450 (two days). Nonsubscribers may obtain the 
discounted fees by purchasing any one or more of our publications. See www.agrilawpress.com for online book and newsletter purchasing.
 Contact Robert Achenbach at 360-200-5666, or e-mail Robert@agrilawpress.com for a brochure.
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 127 Young Rd., Kelso, WA  98626
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 Corporate-to-LLC conversions
 New regulations for LLC and LLP losses
Closely Held Corporations
 State anti-corporate farming restrictions
 Developing the capitalization structure
 Tax-free exchanges
 Would incorporation trigger a gift because of
  severance of land held in joint tenancy?
 “Section 1244” stock
    Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation, including
  the “two-year” rule for trust ownership of
  stock
 Underpayment of wages and salaries
Financing, Estate Planning Aspects and
    Dissolution of Corporations
 Corporate stock as a major estate asset
 Valuation discounts
 Dissolution and liquidation
 Reorganization
 Entity Sale
 Stock redemption
Social Security
   In-kind wages paid to agricultural labor 
Second day
FARM INCOME TAx
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
	 Reporting	federal	disaster	assistance	benefits
 Gains and losses from commodity futures, 
  including consequences of exceeding the
  $5 million limit
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
 Sale and gift combined.
Like-kind Exchanges
 Requirements for like-kind exchanges
 “Reverse Starker” exchanges
     What is “like-kind” for realty
 Like-kind guidelines for personal property 
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
First day
FARM ESTATE AND BUSINESS PLANNING
New Legislation 
Succession planning and the importance of
 fairness
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
	 Unified	estate	and	gift	tax	rates
 Portability and the regulations
 Federal estate tax liens
 Undervaluations of property
Gifts
	 Reunification	of	gift	tax	and		estate	tax
 Gifts of property when debt exceeds basis 
Use of the Trust
The General Partnership
 Small partnership exception
 Eligibility for Section 754 elections
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
